will not attempt to test the Heckscher-Ohlin hypothesis, but will rather inquire into the validity of the classical model.
According to the original formulation of the classical theory, comparative advantage based on relative productivity differentials determines international specialization. It has subsequently been realized that inter-country differences in the wage structure and in the capital-labor ratios of various industries may compensate for productivity differentials; a country possessing a relative productivity advantage in a particular industry may still import the commodity in question if it paid relatively higher wages and/or had higher capital costs per unit of output in that industry.2 Still, the defenders of classical theory -among others, Taussigexpressed the opinion that the latter factors are not sufficiently important to warrant significant changes in the trade pattern as determined by relative differences in productivity.3
Let us adopt the following notation: C= unit cost A = labor input per unit of output W wage rate T ratio of capital plus labor costs to labor costs Subscripts I and II refer to country I and country II, respectively. Capital letters refer to commodity X, small letters to commodity Y. The modified classical hypothesis can now be written: If A, a, < ,
All all it is likely also that
CIw CIl when the latter exDress'ion is equivalent to * This paper was prepared during the tenure of a research grant from the Economic Growth Center at Yale University in the summer of ig6i. The author wishes to express his appreciation to Marnie Mueller who has cheerfully borne the burden of data collecting and computations and also made helpful comments on an earlier version of the paper. Further thanks are due to Michael Lovell for valuable suggestions and criticism. Consequently, country I will export commodity X, and country II will export commodity Y.
In order to test the classical hypothesis, MacDougall compared relative export volumes and relative productivity differences for American and British manufacturing industries, and found that in 20 out of the 25 industries examined, "where American output per worker was more than twice the British, the United States had, in general, the bulk of the export market, while for products where it was less than twice as high the bulk of the market was held by Britain." I At the same time, relying on data of I3 industries MacDougall concluded that although we can, to some extent, better explain differences in export shares if considering unit labor costs instead of productivity, productivity differentials are but scarcely modified by wage disparities.5
The present paper can be regarded as a continuation of MacDougall's work, with differences in the choice of data and in methodology. Whereas MacDougall relied on Rostas' productivity estimates for the 'thirties,6 we will make use of Paige and Bombach's more inclusive observations that refer to I950.7 At the same time, we will attempt to reach some conclusions as to the relative importance of productivity, wages, and capital costs in determining the pattern of exports.
Productivity and Exports
American and British productivity comparisons have been made by Paige and Bombach for 44 selected industries that include about one-half of manufacturing production in the two countries.8 Productivity is measured as net output (gross output minus purchased inputs other than labor) per worker.9 The index numbers for productivity (U.K.= ioo) are calculated separately at U.S. and U.K. prices and a geometric average of these figures is taken.
For the purposes of the present investigation, it was necessary to exclude several industries from the sample. First, industries whose output did not exceed one-third of one per cent of the value of manufacturing production in the two countries have not been included since these industries are not representative of manufacturing as a whole. In the absence of the necessary information, the same procedure was followed with regard to industries processing agricultural raw materials, such as grain milling, canning, and breweries, because easy access to such materials affects export possibilities but not the net output per worker. Finally, we had to disregard electrical household equipment and passenger automobiles since in the period under investigation third countries discriminated against American consumer durables as compared with British. Our sample thus covers 28 industries which produced 43. I per cent of manufacturing output in Britain and 4I.4 per cent in the United States.
Relative productivity differences in these industries are compared with their export performance in the two countries.10 In comparing American and British exports we exclude trade between the two countries themselves since this is obviously greatly influenced by the relative height of American and British tariffs. In other words, we ask the question to what extent productivity differences determine the success of U.S. and U.K. industries in exporting to third countries. No attempt will be made, however, to correct for the differential effects of Commonwealth preference, discrimination against American goods other than consumer durables, and locational factors. It would be difficult to give numerical expression to these influences in the present context; they should therefore be used as qualifications to the results derived from the model. 'The industries were selected on the basis that productivity comparisons for these are considered reliable inasmuch as the inter-country output comparison is relatively good and employment data are not likely to be subject to substantial errors resulting from differences in classification. Further problems arise in determining the ratio of American to British exports. Theoretically, one should deal with export quantities rather than export values. This is what MacDougall attempted to do. However, he ran into difficulties in regard to heterogeneous commodity groups that comprise by far the larger part of his sample in terms of production value. In some cases, he used value data (machinery, outer clothing), in others, a system of weighting (motor cars, leather footwear, hosiery). Both of these solutions entail errors, and one could also question the advisability of mixing quantity and value data in the same sample.
Because of the unreliability of quantity comparisons in most of the industries included in our sample, we have chosen to work with export values. In other words, we propose to investigate the impact of productivity differences on export shares in third markets. By doing this we implicitly assume that the elasticity of substitution between American and British exports of the same commodity (or commodity group) 11 exceeds unity, since substitution elasticities equal to or less than unity would lead to inconclusive results. To give an example, if productivity ratios were equal to price ratios, and the elasticity of substitution between the two countries' exports Approaching the problem of reliability in a different way, we note that our sample includes [40] [41] [42] [43] [44] [45] per cent of manufacturing production and exports in the two countries; hence it may give a reasonably good approximation for manufacturing as a whole for the period under consideration. It is a different problem whether the same relationship would apply to years other than the ones chosen since the results are affected by errors due to variables not included in the analysis and by observational errors in the independent variable. Productivity data are available only for I950, but these can be compared with trade figures for later periods. Surely, the comparison has only limited validity since we disregard possible changes in productivity, but it will still be of some interest if we can assume that year-to-year changes in productivity are small or that export trade follows variations in productivity with a comparatively long time lag. We have proceeded to calculate the correlation between the variables in question using export data for I954-56,1' and arrived at r .73. Considering the differences in the two time periods, the results are remarkably close and suggest the relative constancy of the observed relationship.
In the above discussion we have assumed the existence of a linear relationship between the variables considered. However, the scatter diagram of Chart i indicates increasing deviations from the regression line as the values of observations increase, suggesting that a logarithmic relationship may provide a better fit. If this were so, a one per cent increase in productivity ratios would be associated with a given percentage change in export ratios. 
'4 The choice of these years was given by the availability of the data for purposes of a different investigation. Since discrimination against American consumer durables abated by I 54, electrical household equipment and automobiles were included in our sample. 15 If the wool industry were included in the calculations, the correlation coefficient would be .78. These results indicate that a definite relationship between wage ratios and export shares cannot be established. Productivity advantages are not counterbalanced by higher wages paid in industries with higher productivity, and productivity differences continue to account, in a large measure, for differences in export shares. Actually, there is some -although largely inconclusive -evidence that higher relative wages might be associated with higher export shares.'8 If this were so, a possible explanation would be that greater success in exportation may lead to higher wages. This implies that the relationship between wages and export shares is by no means uni-directional; while lower wages could conceivably lead to higher export shares, higher export shares may also make possible paying higher wages.
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Unit Costs and Exports
We come now to the question of whether our r,iiltq could bh imnrov&d irnon bv incluidinpr capital costs in the estimates. At this point we encounter statistical difficulties, however. The available data do not provide information on capital cost per unit of output but only on "net costs," inclusive of profits. Net costs as defined by Paige and Bombach are equivalent to net output so that net costs per unit of output refer to value added plus depreciation per quantity of output. We will make use of these figures in the following (see Table i 
